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Audit of the Ca 

SubiectFederal Tax 


Mary Jo Bane 

To 

Assistant Secretary 

for Children and Families 


This memorandum is to alert you to the issuance on 

August 7, 1995 of our final audit report. A copy is 

attached. 


The objective of our audit was to evaluate California's 

procedures for ensuring that collections of delinquent 

child support payments were effectively being made under 

the Federal Tax Refund Offset Program (Program). We also 

reviewed California's procedures for crediting the 

Federal Government for interest earned on collections 

held and invested by the State for short periods of time 

before disbursement to the counties. 


We found that the State's procedures were generally 

adequate for ensuring that offsets were being made 

against available Federal tax refunds under the Program. 

We did find that the State could increase the number of 

cases accepted by the Internal Revenue Service (IRS) for 

offsets if it used available procedures for correcting 

Social Security numbers (SSN). We estimate that an 

additional $2.9 million could have been recovered by 

California if available procedures for SSN corrections 

had been used during the a-year period that we reviewed. 


Additionally, the State earned $2.1 million (Federal 
share $1.4 million) of interest on child support monies 

received from the IRS from May 1986 through December 1993 

and did not report the interest earned as program income 

as required by Federal regulations. The program income 

should have been offset against administrative costs 

claimed for Federal reimbursement. 


We are recommending that the State: (1) use available 

procedures for correcting SSNs prior to final submission 
for offset against Federal tax refunds; and (2) establish 
procedures for calculating and reporting as program 
income interest earned on child support collections 
received through Federal tax refund offsets, and refund 
the $1.4 million to the Federal Government. 
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The State concurred with our first recommendation, but 

did not concur with our second recommendation. The State 

asserted that interest earned was offset by counties that 

substituted their funds to finance the Aid to Families 

with Dependent Children program when estimated child 

support collections used for Federal drawdowns of cash 

fell short. The State has not presented written evidence 

to document its position that counties substituted their 

own funds, and in the absence of such evidence we 

consider the findings and recommendations to be 

appropriate. 


If you have any questions, please call me or have your 

staff contact John A. Ferris, Assistant Inspector General 
for Administrations of Children, Family, and Aging 
Audits, at (202)619-1175. 

Attachment 
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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General 

Region IX 

Office of Audit Services 

50 United Nations Plaza 

San Francisco, CA 94102 

CIN: A-09-93-00083 
Eloise Anderson, Director 
California Department of Social Services 
744 P Street., Mail Station 1711 
Sacramento, California 95814 

Dear Ms. Anderson: 

Enclosed are two copies of the U.S. Department of Health and Human Services (HHS), 
Office of Inspector General, Office of Audit Services (OAS) report entitled “Audit of the 
California Department of Social Services Federal Tax Refund Offset Program.” A copy 
of this report will be forwarded to the action official noted below for her review and any 
action deemed necessary. 

Final determination as to actions taken on all matters reported will be made by the HHS 
action official named below. We request that you respond to the HHS action official 
within 30 days from the date of this letter. Your response should present any comments 
or additional information that you believe may have a bearing on the final determination. 

In accordance with the principles of the Freedom of Information Act (Public Law 90-23), 
OIG, OAS reports issued to the Department’s grantees and contractors are made 
available, if requested, to members of the press and general public to the extent 
information contained therein is not subject to exemptions in the Act which the 
Department chooses to exercise. (See 45 CFR Part 5.) 

To facilitate identification, @ease refer to Common Identification Number A-09-93-00083 
in all correspondence relating to this report. 

Sincerely, 

Lawrence Frelot 
Regional Inspector General 

for Audit Services 
Enclosures 

Direct 	 Reply to HHS Action Official: 
Sharon M. Fujii, Regional Administrator 

. .
AdnnmsQX tion for CbiIdren and Families, HHS 
50 United Nations Plaza, Room 351 
San Francisco, CA 94102 



‘EXECUTIVE SUMMARY 

BACKGROUND 

This report presents the results of our audit of the Federal Tax Refund Offset Program 
(Program) in California, as funded under Title IV-D of the Social Security Act. Title IV-D 
provides for administrative procedures and financial incentives to improve State child support 
enforcement activities. In California, the Department of Social Services (State) is responsible 
for overall supervision of the ProgFbwith the counties providing administration at the local 
level. 

. . 

The period of our audit” for reviewing the State’s procedures under the Program covered 

primarily the State’s fiscal year that ended June 30, 1993. For the calculation of interest 

earned on child support collection& our audit period was May 1, 1986 through December 3 1, 

1993. The Office of Child Support Enforcement (OCSE) has reported that California 1’ . 


collections under the Program have increased from $49 million in Fiscal Year (FY) 1988 

to over $62 million in FY 19931 


OBJECTIVES 

The primary objective of our ,audit was to evaluate the State’s procedures for ensuring that 
collections of delinquent child support payments were effectively being made under the 
Program. Our audit also included a review of State procedures for crediting the Program for 
interest earned’ on amounts collected which were invested by the State for short periods of 
time pending disbursement to the counties. 

SUMMARY OF FINDINGS 

We found that the State’s procedures were generally adequate for ensuring that offsets were 
being made against available Federal tax refunds under the Program. However, there were 
two areas where there was a need for improvement or corrective action as summarized 
below. 

Correcting Social Security Numbers 

The State could increase the number of child support cases accepted by the Internal Revenue 
Service (IRS) for offset against income tax refunds if the State used available procedures for 
correcting erroneous social security numbers (SSNs). We estimate that for Federal income 
tax years 1993 and 1994, additional collections of $1.6 million and $1.3 million, or a total of 
$2.9 million, could have been obtained under the Program if the available SSN correction 
procedures were used. We are making recommendations that the State analyze and use 
available procedures for correcting SSNs before submitting for offset against Federal tax 
refunds. (See recommendations on Page 6.) 



Executive Summary - Page 2 

In response to the draft audit report, the State concurred with our recommendations. The 
State comments contained specific actions that will be taken to more efficiently correct SSNs. 

Reporting Interest Earned on Child Support Collections 

The State earned interest on child support monies collected by the IRS and distributed to the 
State and did not report the interest earned as program income although it was required to do 
so by Federal regulations. On the. funds collected by the IRS during the period May 1, 1986 
through December 3 1, 1993, the State earned over $2.1 million in interest on child support 
monies that was not credited to the Program. The Federal share of the interest is $1.4 
million. We are recommending that the State establish procedures for calculating and 
reporting interest earned on child support funds collected after our audit period, and refund 
the $1.4 million in interest earnings identified in our audit. (See recommendations on 
Page 9.) 

The State did not agree with our recommendations, asserting that the interest earned was 
offset by counties that substituted their funds to finance the Aid to Families with Dependent 
Children (AFDC) program when estimated child support collections used for Federal 
drawdowns of cash fell short. The State has not presented written evidence to support 
its position, and in the absence of such evidence we consider the findings and 
recommendations to be appropriate. 
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INTRODUCTION 

BACKGROUND 

The Social Security Act (Act), as amended in January 1975 by Public Law 93-647, placed 
specific requirements on States to address the problem of desertion and nonsupport of 
children, These amendments, entitled “Child Support and Establishment of Paternity,” were 
incorporated into the Act as Part D to,Title IV. Known as the Child Support Enforcement 
Program, Title IV-D provides for administrative procedures and financial incentives to 
improve State child support enforcement activities. 

On August 13, 1981, the’ Program was enacted by Congress. Its purpose is to assist families 
in obtaining child support from absent parents by having the IRS intercept Federal income 
tax refunds of parents who are delinquent in paying child support. The Program involves the 
interaction of all State agencies responsible for administering the program (IV-D agencies), 
and two Federal agencies, the OCSE and the IRS. . 

The OCSE considers the Program to be one of the most effective components of the child 
support enforcement program. According to an OCSE report to the Congress for the fiscal 
year that ended September 30, 1993, the collections of delinquent payments by IRS totaled 
over $636 million for the year. This represented about 6.4 percent of delinquent payments 
collected through all child support enforcement tax and wage intercept methods. For 
California, OCSE has reported that collections under the Program have increased from $49 
million in FY 1988 to over $62 million in FY 1993. 

SCOPE 

We performed our audit in accordance with generally accepted government auditing 

standards. The objective of our audit was to evaluate the State’s procedures for ensuring that 

collections of delinquent child support payments were effectively being made under the 

Program. Our audit also included a review of State procedures for crediting the Program for 

interest earned on amounts collected which were invested by the State for short periods of 

time pending disbursement to the counties. Our review of the Program primarily covered 

operations for the State’s fiscal year that ended June 30, 1993. For selected issues, 

we extended our audit to cover procedures in effect during the State’s fiscal year that ended 

June 30, 1994. 


In our calculation of interest earned on child support monies collected, our audit covered the 

period May 1, 1986 through December 31, 1993. We did not calculate the interest earned 

prior to May 1, 1986 because the State Treasurer did not retain records needed to determine 

interest earned prior to that date. 
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The audit was performed at the California Department of Social Services, the State 

Treasurer’s office and the State Controller’s office, all located in Sacramento, California. 

We also made site visits to 6 of the 58 counties in California, which accounted for 36 percent 

of all cases that the State submitted for IRS offset for the 1993 Federal income tax year. 

The counties were Los Angeles, Orange, Riverside, Sacramento, San Bernardino and 

San Francisco. At the counties, we reviewed the procedures to: (i) identify and submit 

cases to the State for processing under the Program, (ii) follow up on cases returned by the 

IRS, and (iii) distribute the amounts collected under the Program. The audit field work was 

performed during the period July 1993 through January 1995. 


FIND!NGS AND RECOMMENDATIONS 

?
CORRECTION OF SOCIiiL SECURITY NUMBERS 

The State could improve on the number of child support cases accepted by the IRS for offset 
against Federal income tax refunds if it used procedures that are available for correcting 
erroneous SSNs. Nationwide, a significant number of cases submitted to the IRS for offset 
against income tax returns are rejected by the IRS because of problems involving the validity 
of SSNs. The number of cases rejected could be reduced if erroneous SSNs were corrected 
prior to the final submittal of the cases to IRS for offset. Although OCSE has procedures 
available for correcting a significant portion of the erroneous SSNs, the State did not make 
the corrections in time to make offsets against income tax returns for 1993 or 1994. We 
estimate that offsets against 1993 and 1994 income tax returns could have been increased by 
approximately $1.6 million and $1.3 million, respectively, if the corrections had been made 
in time. 

Background 

The OCSE procedures require States to submit test tapes to OCSE with the names, SSNs, 
addresses and arrearage amounts for individuals from whom offsets are sought. This is done 
around June or early July for offsets against income tax returns for that year, which are 
usually filed between January 1 and April 15 of the following year. This is well in advance 
of the date that OCSE needs to send fmal case file information to the IRS, which is in 
December of the tax year from which offsets are to be made. 



The OCSE sends the test tapes to the IRS, which matches the information against its tax 
records. For those cases which do not match with IRS information, the IRS provides the 
following information: 

1. Address corrections. 

2. A listing of cases, designated by the IRS as “unaccountable” cases, which are: 

(a. Cases with SSNs that are not on file at the IRS. 

b. 	 Cases with names that’ do not exactly match with IRS records, but are close. 
These cases need to be researched by the States and corrected. 

C. Cases with an invalid combination of SSN and name.’ 

In May 1993, OCSE advised States of a procedure for correcting some cases with invalid 
combinations of SSNs and names through the Social Security Administration’s Enumeration 
Validation. System (EVS). In the memorandum, OCSE provided guidelines for using the 
procedure. The EVS is able to provide correct SSNs for those that contain transposition 
errors or, in some cases, other relatively minor errors. 

The May 1993 notice to States presented the results of a pilot project for using the EVS to 
provide corrected SSNs for child support cases that were being submitted to the IRS for 
offset against income tax returns. The pilot project involved 328,505 cases that had been 
previously submitted to IRS for offset against income tax returns for the 1992 tax year and 
rejected because of invalid combinations of SSNs and names (item 2-c. above). The cases 
were processed through EVS with the result that 71,849 SSNs were corrected. The results 
of the pilot project were then conveyed to the States so that the SSNs in the States’ records 
could be corrected. 

Based on the success of the pilot project, OCSE implemented a procedure to routinely match 
the cases submitted to the IRS on the test tapes that are rejected because of invalid SSN and 
name combinations. In its instructions to the States, OCSE strongly recommended that States 
submit test tapes early so that cases with invalid SSN and name combinations can be 
processed through EVS and corrected before the final tapes are sent to the IRS. 

‘This category also includes cases for which the IRS will not release any information, such 
as cases under investigation. They do not all represent invalid SSN/name combinations. 
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State Procedures 

The State has not used the information from EVS to correct erroneous SSNs before final 
tapes were sent to IRS for the income tax refund offset. The State sent the test tapes to 
OCSE for the 1993 and 1994 tax years on a timely basis. In turn, the OCSE provided 
the EVS results to the State for the 2 years on August 18, 1993 and August 12, 1994. 
However, according to State representatives, the State did not use this information to correct 
the erroneous $SNs prior to submitting the final tapes for the IRS offset because of time 
constraints related to a self-imposed early deadline for submitting the final tapes. 

State Establishment of Earlv Deadline.” According to State officials, they established an early 
deadline for submitting the final tapes to OCSE which did not allow sufficient time to use 
the EVS results to make corrections prior to submitting the tapes. Priority was given to 
correcting addresses and submitting the final tape to OCSE as early as possible in order for 
California to be given priority over other States that were attempting to have offsets taken 
against the same delinquent parents. For liable delinquent parents with child support cases in 
more than one State, OCSE has a practice of assigning first priority to the State which is first 
to submit its final tape. 

Illustration of Procedures Followed. To illustrate the procedures followed, the State sent its 
test tape for Federal tax year 1993 to OCSE prior to the OCSE deadline of July 10, 1993. 
On August 18, 1993, OCSE ytumed the results of processing the cases which were 
identified by the IRS as having invalid combinations of SSNs and names. The data provided 
by OCSE showed the following for California: 

Number of cases processed through EVS 51,207 

Number of cases with SSNs corrected 10,053 

The receipt of the corrected SSNs in August 1993 allowed more than 3 months for the State 
to correct its records for the 10,053 cases before it needed to submit the final tape to 
OCSE for later delivery to the IRS (the due date to OCSE was December 4, 1993). 
However, because the State wanted to be assigned priority over other States in multiple State 
child support cases, it established a deadline of September 8 for sending in the final tape to 
OCSE. And, since the State needed to obtain the data for the final tapes from the 58 
counties, it set a deadline of August 20 for county submissions of the child support data. 

Thus, the State was not able to make corrections to the 10,053 cases with invalid SSN and 
name combinations prior to submittal of the final tapes. The same situation occurred for the 
1994 tax year. For that year, based on processing 53,468 California cases through EVS, 
5,869 SSNs were corrected and the information was sent to the State so that its records could 
be corrected before submittal of the final tape for offset. However, because of the State’s 
objective of sending the final tape in early to gain priority over other States in multiple State 
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child support cases, it was not able to make the corrections before the final tape was sent to 
OCSE. 

Estimate of Additional Offsets Achievable. We estimate that if the State had made the 
corrections to the SSNs based on the information provided through EVS, additional 
offsets against Federal income tax returns could have been obtained amounting to 
$1.6 million for the 1993 tax year, and $1.3 million for the 1994 tax year. The estimates 
are based on the average offset of $734 per case for 1993 and $710 per case for 1994. 

For California, 21.66 percent of the cases submitted for offset for the 1993 tax year actually 
resulted in offsets being available from the income tax returns and taken by the IRS. The 
computation of the estimated additional offsets achievable’is as follows: 

10,053 cases x 21.66’percent x $734 = about $1.6 million 

Using the same methodology for the 1994 tax year, we estimated that additional offsets of 
about $1.3 million could have been obtained if the EVS data had been used to correct the 
SSNs prior to submittal of the fmal tape. 

Benefits of Earlv Submittal of Tanes over Correcting SSNs. In our audit, we attempted to 
determine whether the State had information demonstrating whether the amount of offsets 
obtained as a result of the early submittal of final tapes exceeded the additional offsets that 
could be obtained by using the EVS data to correct SSNs prior to submitting the final tapes. 
In response to our inquiry, the State indicated that this information was not available. 
Accordingly, we believe that the State should make an analysis to determine whether current 
procedures are more effective than correcting the SSNs prior to submission of the final tapes, 
and if appropriate, change its procedures to use the EVS data for correcting SSNs prior to 
the final submission of the tapes. 

Alternative Procedures for Using EVS Procedures. We were informed by OCSE that 
alternative procedures are available for using EVS to correct SSNs that would enable the 
State to continue its practice of submitting the final tapes earlier than required by OCSE if 
the State finds that it is to its financial advantage. The OCSE advised us that access to the 
EVS is available throughout the year and is not limited to the use of test tape data required 
under the Federal Tax Refund Offset Program. An OCSE Action Transmittal (OCSE-AT-92-
07) 	dated September 29, 1992, provides instructions for submitting requests to EVS through 
OCSE. Accordingly, if the State continues its current practice of early submission of final 
tapes, we recommend that alternative procedures be established for validating the SSNs of 
child support cases through EVS prior to submission of the final tapes for IRS offset against 
Federal income tax returns. 



Recommendations 

We recommend that the State: 

1. 	 Make an analysis to determine whether current procedures are more effective 
than correcting the SSNs prior to submission of the final tapes, and if 
prior appropriate, change its procedures to use the EVS data for correcting 
SSNs to the submission of the final tapes. 

2. 	 Establish alternative procedures for validating the SSNs of child support cases 
through EVS p.rior to submission of the finaltapes for IRS offset against 
Federal income tax returns if the State continues its current practice of early 
submission of final tapes. 

State Comments 

The State concurred with our recommendations. The State commented that its Statewide 
Automated Child Support System currently under development should allow the State to 
analyze statistical data to determine whether the current procedure of early submittal is more 
effective than correcting the ‘SSNs prior to submission on the final tapes. The system will 
also allow for all SSNs entered on the system to be forwarded automatically to EVS for 
verification. , 

The State comments are attached as Appendix A to this report. 

INTEREST EARNED ON CHILD SUPPORT COLLECTIONS 

The State does not have procedures in place to calculate interest earned on child support 
monies collected by the IRS and to ensure that interest is reported as program income and 
deducted from administrative costs claimed under the Child Support Enforcement (CSE) 
program as required by Federal regulations. We estimate conservatively that, during the 
period May 1, 1986 through December 31, 1993, the State earned interest of at least 
$2,125,579 on funds received under the Program. The funds were invested temporarily 
pending disbursement to California counties, which made subsequent payments to or on 
behalf of the families involved. The Federal share of the interest was $1,429,837. We 
recommend that the State establish procedures for calculating interest earned on the amounts 
collected by the IRS and returned to the State, and for reporting the earnings as program 
income for credit to the CSE program. We also recommend that the State refund the 
$1,429,837 Federal share of interest earned identified in our audit. 
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Background 

Federal regulations for the CSE program (45 CFR 304.50) state: 

The IV-D agency must exclude from its quarterly expenditure claims an amount 
equal to: 

* * * 

(b) All interest and other income earned during the quarter resulting from services . 
provided under the IV-D State plan. 

These regulations implement section 455(a) of the Social Security Act. 

Receipt and Investmerit ,of Funds Collected 

Prior to January 1988, the money‘collected by the IRS was received by the State in the form 
of Treasury checks and deposited into a bank account at a commercial bank. Beginning in 
1988 and continuing to the present time, the child support funds collected by the IRS under 
the Program were sent directly 6y the IRS to a State account at a commercial bank. Each 
day, the State removed the money from the commercial bank accounts and deposited it into 
the State’s Pooled Money Investment Account. 

The money remained in the Pooled Money Investment Account pending disbursement to the 
counties by State warrants. The length of time between the date the money was received 
from the IRS to the dates the warrants were cashed by the counties varied significantly, but 
was seldom less than 10 days. During some periods, the elapsed time was most frequently 
between 10 to 20 days; during other periods, the most frequent elapsed time was much 
higher. And, from the date the money was received from the IRS and deposited in the bank 
until the date the warrants were cashed by the counties, the State earned interest on the 
funds. 

Determination of Interest Earned on Child Sunnort Funds. In our audit, we determined the 
amount of interest earned on child support funds collected by the IRS under the Program 
from May 1, 1986 through December 31, 1993. The May 1, 1986 starting date was selected 
because that was the earliest date the State Treasurer had records available for making the 
interest calculations. 

To compute the amount of interest earned by the State, we determined the number of days in 
which interest was earned on the child support monies deposited in the State’s Pooled Money 
Investment Account. For the starting date, we used the date on the deposit statements for the 
banks which received the money from the IRS. For the ending date, we used the date 
stamped by the State Treasurer’s office on the back of the warrant indicating the payment of 
the warrant. We made a separate interest calculation for every warrant written by the State 
to the counties against the funds collected by the IRS for the 7-year g-month period shown 
above. 

!’ 
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Except for holidays and weekends, the interest earnings rate on the Pooled Money Investment 

Account fluctuated daily, although the amount of fluctuations was usually extremely small. 

In our audit, we used the lowest daily rate of return earned by the account for each 

outstanding warrant during the time period that the warrant was outstanding. For example, 

in the December 1993 interest computation for Alameda County, the interest rate fluctuated 

between a high of 4.286 percent and a low of 4.192 percent. Accordingly, we used the 

lowest daily rate of 4.192 percent in our computation. 


Using the above procedures, we determined that the total interest earned on the child support 

money collected by the IRS from May 1, 1986 to December 31, 1993 was at least 

$2,125,579. We applied the appropriate Federal financial participation (FFP) rate and 

determined that the Federal share was $1,429,837, which we are recommending that the 

State refund to the Federal Government. During our audit period, the FFP ranged from a 

high of 70 percent to a low of 64.846 percent. The current rate is 66 percent and has been 

effect since October 1990. . 


Prior ACF Review of Interest Earned. On April 26, 1991, the Administration for Children 

and Families (ACF), Region IX, issued a report to the California Department of Social 

Services on a review that it had made of interest/investment income earned on child support 

funds collected by the IRS under the Program. The report stated that the State of California 

was not reporting the interest on the Quarterly Report of Expenditures as deductions to Title 

IV-D administrative costs. The OCSE report questioned $428,915 for the period February 

1988 through December 199b. 


On July 23, 1991, the State responded to the ACF report and disagreed with the findings and 

recommendations. The ACF did not accept the State’s basis for disagreement and on 

October 11, 1991, ACF issued a final report to the State formally disallowing the $428,915 

and recommending procedural changes to appropriately account for the interest earned in 

future periods. The State appealed the findings to the Departmental Appeals Board (DAB) of 

the Department of Health and Human Services on November 12, 1991. 


It is our understanding that a final DAB decision was not rendered on the appeal and the 

matter was taken off the DAB’s calendar without prejudice to its reinstatement before the 

DAB at a future date. An attorney in the Office of the Regional Counsel, Region IX, has 

advised us that the matter of the prior ACF review is being held in abeyance pending further 

examination of the State’s position. He informed us of his understanding that the issue of 

obtaining a refund from the State for interest earnings on child support funds collected by the 

IRS would be revisited after issuance of our final audit report. It is noted that the period of 

time covered by the ACF review was also included in our audit. Accordingly, the $428,915 

questioned by the ACF review is included in our recommended refund of $1,429,837. 
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Recommendations 

We recommend that the State: 

1. 	 Establish procedures for calculating interest earned on the amounts collected by the 
IRS and returned to the State, and for reporting the earnings as program income for 
credit to the CSE program. 

2: Refund the $1,429,837 Federal share of interest earned identified in our audit. 

3. 	 For child support funds collected by the IRS from January 1, 1994 to the present 
time, calculate the interest earned on the funds and refund that amount to the 
Federal Government. 

State Comments 

The State did not concur with our recommendations. In a letter dated March 24, 1995 (see 
Appendix A) responding to our draft audit report, the State said that its position remains 
unchanged from its July 23, 1991 response (see Appendix B) to the April 26, 1991 ACF 
letter which is referenced in this audit report. The ACF letter recommended that the State 
refund $428,915 in interest earned on child support collections and also make certain 
procedural changes to account for the interest. The State also requested that the 
recommended refund of $1,429,837 in this report be considered for resolution along with the 
previous disallowance taken by ACF. 

In its July 23, 1991 response, the State agreed that it had earned interest on the child support 
collections and did not directly deduct the interest income from the Title IV-D administrative 
costs. However, the State contended that the AFDC-related income. was offset by an 
acceptable “substitution” methodology related to financing the federally assisted AFDC 
program. Under this methodology, it was asserted that counties were either using support 
collections directly to replace Federal and State funding for the AFDC program, or 
substituting an equivalent amount of county funds. The State indicated that its position was 
in accordance with Grant Appeals Board2 decisions involving the States of New York and 
Utah, and that its methodology was similar to the substitution methodology proposed by the 
State of New York in GAB Decision No. 794. 

With respect to the ACF recommendations for procedural changes to account for the interest 
earned in child support collections, the State responded that California counties began 
reporting all interest on the collections since early in 1989. 

2The Grant Appeals Board was subsequently renamed the Departmental Appeals Board which is 
referred to elsewhere in this report. 
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OIG Response ’ 


In its July 23, 1991 response to the ACF report, the State provided information relating to 

the handling of child support collections at the county level. Our audit pertains to the 

retention and investment of the funds at the State level prior to payments to the counties, and 

the July 23, 1991 letter does not address this issue. According to HHS Regional Counsel, 

the State has discussed the State level issue on various occasions between 1991 and 1995, but 

has not presented written evidence to address the issue. 


Further, in the GAB decisions cited by California in the July 23, 1991 letter, the burden was 

placed on the State to provide actual’evidence and not a “general conceptual allegation” that 

the substitution of child support collection funds with State and county funds had occurred. 

Neither New York norUtah ever submitted actual evidence to support the existence of a 

substitution methodology: In the absence of such evidence from California, ACF formally 

issued its disallowance report on October 11, 1991. Similarly, the State has not presented 

any actual evidence to us to document the existence of an allowable substitution 

methodology. 


In addition, although the State has indicated that counties in California have been accounting 

for interest on child support collections since early 1989, no such procedures exist at the 

State level for funds collected at the State level for funds collected and returned to the State 

by the IRS. 


. 

Accordingly, we consider our recommendations to refund $1,429,837 and to establish 
procedures to credit the CSE program for interest earned on amounts collected by the IRS 
and returned to the State to be appropriate. 

10 




APPENDIX A 

. 
. Page 1 


OFcAlwoRNIA~~Tli
STATE AN0WElaRkAGENCY 


DEPARTMENT F SOClALSElWCES -

P-O- Box 2442 45, Sacramento, CA 94244-2450 


March 24, 1995 

. 


. 


. . 

Mr. Lawrence Frelot 

Regional Inspector General+ 


for Audit Sercrices 

Region IX + ' 

50 United Nations Plaza 

San Francisco, California 94102 


Dear Mr. Frelot: 

. 

CALIFORNIA DEPARTMENT- OF SOCIAL SERVICES (CDSS) RESPONSE TO 

DEPARTMEllTOFHEBLTHANDHUMANSERYICES,OFFICEOF REPECTOR 

GENERAL'S (OIG) DRAFT AUDIT REPORT CIN: A-09-93-00083 


. thank yotx.for the opportuniQ to respond -to the GIN: 
a-“2-­* - --*a-

9-3-00083. We agree',tith recoxnumdations for correction of social .
securiiqntnxibers anddkagreewiththoseregartiginter ,est 

. 
earned on child support collections. 


Attached is a detail r&ponse to each xecoxmendation in the 

draft report. I hope this infomation has been helpful to you, * 


Sincerely, 


. &<fqef . 
Office 0; Chili Support 


. 

. 



�  � 
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CDSS RESPONSE TO U-S, DHHS AUDIT OF pEDERA& TAX 

REE7JNDOFFSETPROGRAM 


The following is California Departmeritof Social S&ces* ‘(CDSS) 

response to the Office of Inspector General (OIG) audit report 

related to

I 
the Federal Tax Refund Offset Program. 


RECOMkNDATION: 


1. Make an.analysis to determine whether current p&cedures are 

more effective than correcting the Social Security pmnbers (SSNs) 

prior to submiss&on of the final tapes, and if appropriate change 

.its procedures to use.+he EVS data for correcting SSNs prior to 
 .-

the submission of the final tapes. 

i 


CDSS RESPONSE: 


We concur with the recommendation. The Stat&de Aptomated Child 

Support System (SAC%) that is currently under development will 

provide us with the statistical data necessar~it
to Anafyze whether 

$he current procedure of early mhmittal'is more effectixe t&an . 

correctingtheSSNs andsubmittingatapeinDecem&. Pre-

conversion i.nstructions were forwxded to all,coun~.es- on ~anuaq 

13, 1995 transmitting procedures to veriQ all SSN'p by matching 

againsttheMedi.-CalEligiMlityDataSystmn and8 where 

warranted,sendingfiles dire&lytotheSociaiS~~ 

Administration (SSA). 


-

. REcoz!fMENDA!rIoN: . 


CDSS RESPONSE: 


Wec0ncurwiththisSecomnen&tion, Aspartoftimcase 

processiagonSAc!Ss,ausSI?sentezd onthesystem~will

.autoauaticall.~befomzmkdtoSSAforv~kx&i~~aad 

CO2ZeCtiOlZ* 
MikiplessHsGillals6bepmvZdedtith&~ 


Bny additional SSNs.provided during the life.of the
interface. 

case will be processed thro;rgh SSA. e--* 
=hMmmIoNs: 

.4- Refund the $1,42gt837 F.zderal share of interest earned 

identified in oux audit, 




. 
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.	5. For child supportf&ds collectedbythe XRS fromJanuq'1, 

1994 to the present time, calctikte the interest earned on the 

funds andrefnndthatamopnttothepBderdLgov-it. . -


CDSS RESPONSE: 


Wedisagreewiththese~~o~~&tio~. Ourpositionxemaias 

unchange&fromourJ~y23, l99X.responsetoSharo~Fnjii 

regarding the Family Support Admnbtntionrs review of the IRS 

ChildrSupport Intercepts processed by CDS% Ako, we want the 

$1,429,893 rolled into the previous audit that had been appealed 

on November 12, 1991. As stated in the narrative of your draftI
a decision has no% been rendered on the appeXL, 


. 

. 

. -

. . 



-- 

--- 
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i)EPARTMENT OF SOCIAL SERWCES 
?Gq 3 Street, Sacramento, CA 95814 


July &, 1991 

. 

Sharon M, FujIi 

Regional Administrator 

Family Sup-portAdministratioA 

Dept. of Health t Human .Services 

50 United flations.Plaza,-Room 351 

San Francisco, CA 94102 
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This is in responseto your letter of April 26, 1991 regarding 

. 
 the Family Support Administration's (FSA) review of Internal 


--RevenueService (IRS) Child SupportInterceptsprocessed by the 

State Department of Social Services (SDSS). i 


�  �� 

�  Firit, S would like to,extendmy appreciation to you for . 
extendingthe timefrankfor the SDSS to submit this response. 

Ritl_i
regard to the findingsof the above-citedreview, while it-

is true that the State of Californiadoes earn interest on IRS 

Child Support Interceptmonies and while it may be true that the 


-State does not directlydeduct the interest income froiathe 
iitle IV-D adminzsQ=aeivecosts,-theState has fireviously 
establishedthatthe costs are off&et by an acc.eptaMe 
RsubstitutionWmethod. rtris*substitution"method, is in 
accordancewith CratitAppeals Boarg (GAB) decisions iawolying the 
States-of New York and Utah. In its decijion (GAB Decision 
No, '(94)relatedto the New York appeal.,the GAB stated as 
follows: 

la,.,TheStaZe implied that thfs system.resulted'
in the 

Countyeither using the AFDC support'collqctons directly * 

to replaceFederal and State .fuading,or suba ituting en
i 

equivalentamount of county funds. However, Kew York ­

providedonly a general conceptualaUeg&ion that this . 

occurred,not actual documentary.evldenceof -anysuch 

disposition.a .~ 


: 	 Based .onGAB DecisiotlNo, 794, the Stage filed an&peal to a **­

prior;$lO.Smillion Iv-0 interestaudit review, II is lay

understandingthat fiual details of axolution.need't;obe decided -


"< 	 upon. A December 14, 1989 letter (Copy attached) froai 

John L Van De Kamp, CaliforniaSta.,te
Attorney-Genepal,.to 

'CharlesP. Gill&, Assistant Regional Counsel8DIES, details the 


$ pending issues.'Since I strongly believe that the final outcome:.‘ 

. . 


. 
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of that issue has a direct impact on the findings or 'the 
April 26, 1991 review (as it is a like issue), I urge you to 
suspend any corrective action until such time that a decision is 
reached on the appeal. . 


Tf you hav'eany questions or concerns, Please contabt me at 
(916) ,4454622 or James L. Hiller, of the Accounting and Systems 
Bureau, at (916) 445-0686. 

Sincerely, , . 


ROBERT L. GARCIA 

Deputy Director 

*Administration 


Attachment 


.* - . 

. 

. 

..-

. . 

. 
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. JOHN X. VAX DE XAKP 
.‘httornay General 

. 

! 

. 


